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Independent Auditor’s Report

To the Board of Directors
Baldwin Public Library

We have audited the basic financial statements of the City of Birmingham, Michigan for the year
ended June 30, 2004 and have issued our report thereon dated September 8, 2004, which
expressed unqualified opinions on the financial statements of the governmental activities, the
business type activities, the aggregate discretely presented component units, each major fund,
and the aggregate remaining fund information. Those basic financial statements are the
responsibility of the City’s management. Our responsibility is to express an opinion on those
basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the basic financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the basic financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinions.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Birmingham, Michigan’s basic financial statements. The
accompanying financial statements of the Baldwin Public Library are presented for the purpose
of additional analysis and are not a required part of the City’s basic financial statements. The
information presented has been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly stated in all material respects in relation to

the basic financial statements taken as a whole.
7444@ f 77&»«/, PLeLe

September 8, 2004

A member of

A worldwide associatlon of Independent accounting firms



Baldwin Public Library

Assets
Cash and investments (Note 3)
Due from other governmental units
Capital assets (Note 4)

Total assets
Liabilities

Accounts payable
Accrued and other liabilities

Total liabilities

Fund Balance - Unreserved

Total liabilities and fund balance

Net Assets
Invested in capital assets
Unrestricted

Total net assets

The Notes to Financial Statements are an
Integral Part of this Statement.

Balance Sheet/Statement of Net Assets
June 30, 2004

Component
Balance Sheet - Statement of Unit - Baldwin
Modified Adjustments  Net Assets -  Public Library
Accrual (Note 2) Full Accrual Trust
$ 1,348924 $ - $ 1,348924 $ 805,804
44,085 - 44,085 -
- 2,832,808 2,832,808 -
$ 1,393,009 2,832,808 4,225,817 805,804
$ 70,856 - 70,856 -
146,501 - 146,501 -
217,357 - 217,357 -
1,175,652 (1,175,652)
$ 1,393,009
2,832,808 2,832,808 -
1,175,652 1,175,652 805,804
$ 4,008,460 $ 4,008,460 $ 805,804
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Baldwin Public Library

Revenue
Property tax
Penal fines
State grants
State inventory tax reimbursement
Community contracts
Fines and fees
Miscellaneous
Investment earnings
Contributions

Total revenue

Expenditures
Correspondence
Personnel services
Supplies and maintenance
Professional and contractual
Communications
Transportation and parking
Utilities
Videocassettes
City maintenance services
Public services
Books
Periodicals
Audiovisual
Computer service
Miscellaneous
Capital outlay
Depreciation
Loss on disposal of assets

Total expenditures

Change in Fund Balance/Net Assets

Fund Balance/Net Assets
Beginning of year

End of year

The Notes to Financial Statements are an

Integral Part of this Statement.

Statement of Revenue, Expenditures, and Changes

in Fund Balance/Statement of Activities
Year Ended jJune 30, 2004

Revenues and Component
Expenditures - Statement of  Unit - Baldwin
Modified Adjustments Activities - Public Library
Accrual (Note 2) Full Accrual Trust
$ 2,499,802 - $ 2499802 $ -
44,085 - 44,085 -
26,795 - 26,795 -
13,992 - 13,992 -
560,451 - 560,451 -
76,949 - 76,949 -
8,857 - 8,857 24,082
22,912 - 22,912 58,134
- - - 57,831
3,253,843 - 3,253,843 140,047
64,925 - 64,925 -
1,907,209 - 1,907,209 -
50,870 - 50,870 -
195,983 - 195,983 -
13,310 (11,230) 2,080 -
24,009 - 24,009 -
76,533 - 76,533 -
5,993 (5,057) 936 -
92,340 - 92,340 -
6,016 - 6,016 -
269,814 (227,654) 42,160 29,429
19,428 (16,392) 3,036 -
141,449 (119,347) 22,102 -
40,738 (34,372) 6,366 -
73,013 - 73,013 10,985
251,511 (212,210) 39,301 -
- 614,300 614,300 -
- 16,487 16,487 -
3,233,141 4,525 3,237,666 40,414
20,702 (4,525) 16,177 99,633
1,154,950 2,837,333 3,992,283 706,171
$ 1,175,652 $ 2,832,808 $ 4,008,460 $ 805,804
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Baldwin Public Library

Revenue

Reserve Fund

Property tax

Penal fines

State grants

State inventory tax reimbursement
Community contracts

Charges for services

Fines and fees

Miscellaneous

Investment earnings
Total revenue

Expenditures
Correspondence

Personnel services

Supplies and maintenance
Professional and contractual
Communications
Transportation and parking
Utilities

Videocassettes

City maintenance services
Public services

Books

Periodicals

Audiovisual

Computer service
Miscellaneous

Capital outlay

Contingency
Administrative costs charged by City

Total expenditures

Change in Fund Balance

Integral Part of this Statement.

Budgetary Comparison Schedule = General Fund
Year Ended June 30, 2004

Prior Year Current Year - Modified Accrual
Actual - Orriginally
Modified Adopted Amended
Accrual Budget Budget Actual Variance
$ - 3 -3 283,311 $ - $ (283311)
2,293,838 2,521,970 2,521,970 2,499,802 (22,168)
47,194 45,000 45,000 44,085 (915)
25,532 30,000 30,000 26,795 (3,205)
13,992 12,000 12,000 13,992 1,992
547,247 561,130 561,130 560,451 (679)
8,341 - - - -
71,012 73,000 73,000 76,949 3,949
8,220 10,000 10,000 8,857 (1,143)
27,717 75,000 75,000 22,912 (52,088)
3,043,093 3,328,100 3,611,411 3,253,843 (357,568)
44,939 77,000 70,000 64,925 5,075
1,700,090 2,108,670 2,029,320 1,907,209 122,111
38,588 49,550 53,550 50,870 2,680
213,073 151,840 222,840 195,983 26,857
13,145 15,050 15,050 13,310 1,740
23,058 30,750 25,750 24,009 1,741
68,085 84,000 84,300 76,533 7,767
24,120 5,500 6,300 5,993 307
85,626 73,430 92,430 92,340 90
16,533 4,500 6,100 6,016 84
234,151 290,230 271,630 269,814 1,816
51,052 20,600 20,700 19,428 1,272
100,939 128,100 152,250 141,449 10,801
34,702 41,130 41,330 40,738 592
75,046 139,830 128,630 73,013 55,617
400,560 193,511 378,511 251,511 127,000
- 12,720 - - -
- 75,000 75,000 - 75,000
3,123,707 3,501,411 3,673,691 3,233,141 440,550
$ (80,614) $ (173,311) $ (62,280) $ 20,702 $ 82,982

The Notes to Financial Statements are an
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Baldwin Public Library

Notes to Financial Statements
June 30, 2004

Note | - Summary of Significant Accounting Policies

The accounting policies of the Baldwin Public Library (the “Library”) conform to
accounting principles generally accepted in the United States of America (GAAP) as
applicable to governmental units. The following is a summary of the significant
accounting policies used by the Library:

Reporting Entity

The Library is governed by a six-member board elected by the citizens of
Birmingham, Michigan. It is also reported as a component unit of the City of
Birmingham, Michigan.

The accompanying financial statements have been prepared in accordance with
criteria established by the Governmental Accounting Standards Board for
determining the various governmental organizations to be included in the reporting
entity. Accordingly, these statements include the activity of the Baldwin Public
Library Trust (the “Trust”). The Trust is a legally separate, tax-exempt entity that
acts primarily as a fund-raising organization to supplement the resources that are
available to the Baldwin Public Library in support of its programs.

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The Library’s General Fund is budgeted and accounted for using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenue is recognized as soon as it is both measurable and available. Revenue is
considered to be available if it is collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Library
considers revenues to be available if they are collected within 60 days of the end of
the current fiscal period. Service contract revenue meets the availability criterion
and is accrued as of year end.

Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, expenditures relating to compensated absences are recorded
only when payment is due.
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Baldwin Public Library

Notes to Financial Statements
June 30, 2004

Note | - Summary of Significant Accounting Policies (Continued)

In addition to presenting information for the General Fund on the modified accrual
basis (as budgeted), the financial statements present information for the Library
using the economic resources measurement focus and the accrual basis of
accounting. This information is intended to demonstrate the degree to which
taxpayers have funded the full cost of services received. Revenue is recorded when
earned and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows. Grants and similar items are recognized as revenue as
soon as all eligibility requirements imposed by the provider have been met.

Private sector standards of accounting issued prior to December |, 1989 are
generally followed in both modified accrual and full accrual columns, to the extent
that those standards do not conflict with the standards of the Governmental
Accounting Standards Board. The Library has elected not to follow private sector
standards issued after November 30, 1989 for its full accrual presentation.

Assets, Liabilities, and Net Assets or Equity

Bank Deposits and Investments - The Library considers all highly liquid
investments purchased with an original maturity of three months or less to be cash
equivalents. Investments are recorded at fair value as of June 30, 2004, based on
quoted market prices.

Capital Assets - Capital assets are defined by the Library as assets with an
estimated useful life in excess of one year. Such assets are recorded at historical
cost or estimated historical cost if purchased or constructed. Donated capital assets
are recorded at estimated fair market value at the date of donation. The Library
building is owned by the City of Birmingham, Michigan (the “City”), and is not
reported in these statements; the debt related to the building is also reported in the
City’s financial statements.

Building improvements, furniture and fixtures, equipment, library books, periodicals,
etc. are depreciated using the straight-line method over the following useful lives:

Building improvements |5 years
Furniture and fixtures 10 years
Library books, periodicals, etc. 10 years
Equipment 5 years
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Baldwin Public Library

Notes to Financial Statements
June 30, 2004

Note | - Summary of Significant Accounting Policies (Continued)

Note 2 -

Compensated Absences (Vacation and Sick Leave) - It is the Library’s policy to
permit employees to accumulate earned but unused sick and vacation pay benefits.
It is not the Library’s policy to pay out any unused sick benefits upon separation from
employment (retirement, termination, etc.); therefore, sick benefits are not accrued.
All vacation is accrued when incurred in the government-wide financial statements.
A liability for vacation amounts is reported in governmental funds only for employee
terminations as of year end.

Property Taxes - Properties are assessed as of December 3I. The related
property taxes are billed and become a lien on July | of the following year. These
taxes are due on August 31 with the final collection date of February 28 before they
are added to the county tax rolls. The Library’s property tax revenue for the fiscal
year ended June 30, 2004 is based on the 2003 levy, which was billed July |, 2003.

The 2003 taxable value totaled $1,601,455,079; the Library’s millage rate was
[.5748 mills, which resulted in property tax billings of $2,521,971. The amount
recognized as revenue reflects reductions for Board of Review, Michigan Tax
Tribunal, and delinquencies, as well as recoveries of prior year delinquencies.

Reconciliation of Government-wide and Fund Financial
Statements

As discussed in Note |, the General Fund is presented on the modified accrual basis
of accounting, and the Library as a whole (which consists of just its General Fund) is
also presented on the full accrual basis. The following is a reconciliation of fund
balance on the modified accrual basis of accounting to net assets presented on the
full accrual basis:

Total Fund Balance - Modified Accrual Basis $ 1,175,652

Amounts reported in the statement of net assets are different
because capital assets are not financial resources and are
not reported in the funds 2,832,808

Total Net Assets - Full Accrual Basis $ 4,008,460
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Baldwin Public Library

Notes to Financial Statements
June 30, 2004

Note 2 - Reconciliation of Government-wide and Fund Financial
Statements (Continued)

The following is a reconciliation of the changes in fund balance on the modified
accrual basis to the change in net assets on the full accrual basis:

Net Change in Fund Balances - Modified Accrual Basis $ 20,702
Amounts reported in the statement of activities are different
because:
Capital outlay is not an expense of the current period 626,262
Capital costs are allocated over their estimated useful
lives as depreciation (614,300)
The disposal of capital assets is reported as a charge
to expenses (16,487)
Change in Net Assets of Governmental Activities $ 16,177

Note 3 - Cash and Investments

The Library’s cash and investments at June 30, 2004 consist of the following:

Fiduciary
General Fund Fund Total

Bank deposits $ - $ 108,217 $ 108,217
Investment in securities, bank

investment pools, and mutual

funds - 697,587 697,587
Petty cash and cash on hand 450 - 450
Deposit with City of Birmingham

Treasurer | ,348,474 - | ,348,474

Total $ 1,348,924 $ 805,804 $ 2,154,728

Deposits

The above bank deposits were reflected in the accounts of the bank (without
recognition of checks written but not yet cleared or of deposits in transit) at
$108,746, of which $100,000 was covered by federal depository insurance and the
remainder was uninsured and uncollateralized.
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Baldwin Public Library

Notes to Financial Statements
June 30, 2004

Note 3 - Cash and Investments (Continued)

Investments

The Library is authorized by Michigan Public Act 20 of 1943 (as amended) to invest
surplus monies in U.S. bonds and notes, certain commercial paper, U.S. government
repurchase agreements, bankers’ acceptances and mutual funds, and investment
pools that are composed of authorized investment vehicles. In addition, the Trust
holds investments donated to it by private donors.

The Baldwin Public Library Trust, in accordance with MCL §129.91 et.seq. and MCL
§451.1201 et.seq., has adopted an investment policy to establish certain eligible
investments and other requirements for endowment funds of a public corporation
not otherwise subject to a Public Act of Michigan. Please refer to the policy for the
investments allowed. The Trust’s investments at June 30, 2004 consisted of the

following:

U.S. government securities $ 106,680
Bank fund investment pool 4,060
Mutual funds 586,847

Total investments $ 697,587

Note 4 - Capital Assets
Capital asset activity of the Library’s governmental activities was as follows:

Balance Disposals and Balance
July 1, 2003 Additions  Adjustments June 30, 2004

Depreciable capital assets:

Furniture and fixtures $ 457050 $ 17,490 $ 32,320 $ 442,220
Equipment 630,462 92,167 109,768 612,861
Building improvements 555,802 139,288 - 695,090
Books, periodicals, etc 7,176,899 377,317 92,057 7,462,159
Subtotal 8,820,213 626,262 234,145 9,212,330
Less accumulated depreciation (6,078,380) (614,300) (217,658) (6,475,022)
Subtotal 2,741,833 11,962 16,487 2,737,308
Fine arts - Not subject to depreciation
because they are inexhaustible 95,500 - - 95,500
Net capital assets $ 2837333 $ 11962 $ 16,487 $ 2,832,808

Capital assets, including library books, are recorded at cost. Depreciation expense

was $6 14,300 for the year ended June 30, 2004.
plante
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Baldwin Public Library

Notes to Financial Statements
June 30, 2004

Note 5 - Budget Information

The annual budget is prepared by the director and adopted by the Library Board.
Unexpended appropriations lapse at year end; encumbrances are not included as
expenditures. The amount of encumbrances outstanding at June 30, 2004 has not
been calculated. The budget has been prepared in accordance with accounting
principles generally accepted in the United States of America.

The budget has been adopted on an activity basis; expenditures at this level in excess
of amounts budgeted are a violation of Michigan law. A comparison of actual results
of operations to the budget as adopted by the Library Board is included in the basic
financial statements.

Note 6 - Risk Management

The Library is exposed to various risks of loss related to property loss, torts, errors
and omissions, and employee injuries (workers’ compensation), as well as medical
benefits provided to employees. The Library participates with the City in the
Michigan Municipal League program for claims relating to workers’ compensation,
general liability, and property loss and participates in the City’s self-insurance
program for employee health and dental claims.

The Michigan Municipal League program operates as a common risk-sharing
management program for local units of government in Michigan; member premiums
are used to purchase commercial excess insurance coverage and to pay member
claims in excess of deductible amounts.

Through the City, the Library estimates the liability for general liability and employee
health and dental claims that have been incurred through the end of the fiscal year,
including both those claims that have been reported as well as those that have not
yet been reported. These estimates are recorded in the City’s Risk Management
Internal Service Fund. Changes in the estimated liability for the City for the past two
fiscal years are presented in the City’s June 30, 2004 annual financial report.
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Baldwin Public Library

Notes to Financial Statements
June 30, 2004

Note 7 - Pension Plan

Plan Description - The Library participates in the City of Birmingham Employees’
Retirement System (the “System”), a single-employer defined benefit pension plan
that is administered by the City of Birmingham Employees’ Retirement System
Pension Board; this plan covers all full-time employees of the City and the Library.
The System provides retirement, disability, and death benefits to plan members and
their beneficiaries. The plan issues a publicly available financial report that includes
financial statements and required supplemental information for the System. That
report may be obtained by writing to the System at the City of Birmingham,
I51 Martin, P.O. Box 3001, Birmingham, Michigan 48009.

Funding Policy - The obligation to contribute to and maintain the System for these
employees was established by negotiation with the City’s competitive bargaining
units and requires a contribution from the Library employees of 3 percent to
5 percent of their covered salary. The funding policy provides for periodic employer
contributions at actuarially determined rates. Only employee contributions were
required for the year ended June 30, 2004.

Annual Pension Cost - The annual required contribution was determined as part
of an actuarial valuation at June 30, 2003, using the entry age actual cost method.
Significant actuarial assumptions used include (a) a 7 percent investment rate of
return, (b) projected salary increases of 4 percent per year, (c) additional projected
salary increases ranging from 0.0 percent to 3.8 percent per year depending on age
and seniority/merit, and (d) no cost of living adjustments. Both (a) and (b) include an
inflation component of 4 percent. The actuarial value of assets was determined
using techniques that smooth the effects of short-term volatility over a four-year
period. The full funding credit is being amortized as a level percentage of payroll
over a period not less than |5 years. Six-year historical trend information showing
the System’s progress in accumulating sufficient assets to pay benefits when due is
presented in the System’s June 30, 2004 annual financial report. There have been no
required employer contributions to the plan for the last eleven years.
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Baldwin Public Library

Notes to Financial Statements
June 30, 2004

Note 8 - Postemployment Benefits

The Library provides health care benéefits to all full-time employees who retire at age
60 with |5 or more years of full-time service in accordance with Library Board
resolution. Currently, |16 retirees are eligible. The Library includes pre-Medicare
retirees in its insured health care plan, with no contribution required by the
participant. The City purchases Medicare supplemental insurance for retirees
eligible for Medicare. Through the City, the Library estimates the liability for
postemployment benefits that have been incurred through the end of the fiscal year,
including both those claims that have been reported as well as those that have not
yet been reported. These estimates are recorded in the City’s Retiree Health Care
Fund. The estimated liability for the City for the fiscal year is presented in the City’s
June 30, 2004 annual financial report.

Upcoming Reporting Change - The Governmental Accounting Standards Board
has recently released Statement Number 45, Accounting and Reporting by Employers
for Postemployment Benefits Other Than Pensions. The new pronouncement provides
guidance for local units of government in recognizing the cost of retiree health care,
as well as any “other” postemployment benefits (other than pensions). The new
rules will cause the full accrual columns of the financial statement to recognize the
cost of providing retiree health care coverage over the working life of the employee,
rather than at the time the health care premiums are paid. The new pronouncement
is effective for the year ended June 30, 2007.
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